When managing logistics within an organisation
When managing logistics within an organisation, it is crucial to implement a strategy that utilises available resources to the best advantage, in order to eliminate unnecessary waste, whilst continuing to satisfy the needs of the customers within the supply chain.
Depending on the business, logistics can be complicated, requiring careful management and consistent attention and review. There are companies who are specialists in aspects of logistics and they are, arguably, better placed to take responsibility for some logistics processes than the supplier itself. This may be due to the size or maturity of the supplier, or its knowledge and track record in logistics management. Even a large mature organisation, with a good track record in logistics, may simply prefer to transfer such management to an expert third party, thus releasing resources to concentrate on more core activities. 

  

In the main, it is best practice to keep the direction of the total supply chain in-house if possible, and not outsource it to a third party. This is because the total supply chain is a fundamentally important part of any business and it is therefore essential that the directors of the business manage this personally.This is not to suggest that expertise cannot be sought from a third party; for example, in the form of consultancy, training or benchmarking. Indeed, continual improvement is strongly advocated. Nor is it suggested that the management of every single part of the supply chain needs to be retained in-house. The total supply chain includes elements of logistics, and it is preferable to consider outsourcing these individual elements to a service provider that is able to add the most value. 

Transportation

One particular element of logistics is transportation. Rather than own and manage a fleet of vehicles, it is worth considering outsourcing transport to a third party that is expert at route planning and can utilise economies of scale for reduced costs, minimised insurance risks and so on.Similarly, it is worth considering outsourcing the management of inventory, warehousing and related activities. It is common for companies to outsource their distribution centres: in fact, many of the brewery companies in the UK and Europe have outsourced all their distribution. Testing the market for a service provider.As with the procurement of any specialist service provider, it is increasingly considered best practice to specify only the outcomes that are to be achieved, rather than the precise way in which these elements should be handled. This is called an output-based specification, and should involve aligning what is to be achieved with the overall business strategy. It should also include evaluation of the current business processes that underpin or feed into the logistics process, to ensure that these are the best and most appropriate to support the total supply chain strategy.With any service contract there needs to be a service description, showing the obligations of the service provider, along with a service level agreement showing the expected levels of performance. The framework for these can be determined in advance, but the content will normally be identified through negotiations with the preferred bidder. 
Risk and responsibility
Having determined the objectives and produced a specification of the requirements, the questions of risk and responsibility must be addressed. There are inherent risks in most business activities, expecially, it could be argued, in the field of logistics. These need to be identified and put into a risk matrix to be used to decide which party (the customer or the service provider) is responsible for each particular risk. 

Passing risks over to a service provider will usually incur costs, so it is critical for cost efficiency that risks are apportioned sensibly. Ideally, risks should be apportioned to the party best able to manage a particular risk. Such responsibilities will be covered in the terms and conditions that are fundamentally important to a contractual arrangement of this kind, even if it is undertaken on what is principally a partnership basis.Another aspect that requires consideration when appointing a service provider is the cost matrix. This will usually be linked to performance and the achievement of goals including those that exceed expectations. The customer does not want to be in a position in which he is paying the service provider if the service provider has failed to meet set requirements.


Having established the basis of the requirement, the customer must determine a model for supplier selection and a model for decision-making, which will often include option appraisals. 
A model must also be produced for measuring the benefits of the contract and for managing the service provider’s performance accordingly.Once a service provider has been appointed, it is essential that the customer manages the contract with the service provider. This is important for both parties, to ensure that they are both doing, and continue to do, what has been agreed contractually, as well as ensuring that they work together to develop and improve the service for mutual benefit. This will ensure, as far as possible, that the relationship is a success, and may in fact enable the customer to learn new skills from the service provider.The customer is exposed if, at the end of the contract period, the skills and knowledge associated with that service rest solely with the service provider. The consequence of this could be that, when the service provider leaves, the customer is unable to take over, is obliged to find another service provider, or worse still, is beholden to the current service provider. There have also been cases in which the new service provider is given inadequate and incorrect information, due to poor briefing of the customer by the outgoing service provider. This has led to the new service provider’s inability to deliver the expected level of service, and significant additional costs being incurred. This is precisely why it is essential that the total supply chain is strategically directed and managed from a long-term viewpoint. 
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